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PROJECT U BESAPEAKE

ExecurTivi SUMMARY

Chesapeake, Ine. ( Chesapeake’-‘
alternatives avallable 10! itin c

or the: “Company") has: engaged Credlt Sunc;se Flrst 805lon (“CSFB ) to explore
unctlon with Varlous strategie: alternatlves

» During the first phase of our engagement, CSFB undertook the following activities at the direction of
Chesapeake:

Evaluated the operations, historical financial peiformance and future prospects of Chesapeake

Reviewed and confirmed the Case for Change analysis presented by Andersen Consulting and the Strategic Plan for
Change adopted by the Company

Assisted Chesapeake in identifying and analyzing a range of strategic alternatives available to the Company

» During the second phase of our engagement, CSFB undertook the following activities at the direction of
Chesapeake:

[dentified and conducted a review of a range of potential stratcgic partners

~ Initiated discussions with a small number of potential strategic partners to determine if a strategic business combination
could be cffected that would address the Company's strategic goals

Solicited and assisted in negotiating transaction proposals {rom two potential paitnicrs

~ Preliminarily examined the proposed transaction under consideration from a financial point of view
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PROCESS REVIEW

PROJFCT CHESAFEAKE

i CSFB has been actively invoived at every juncture of Chesapeake’s strategic alternative process.

Date

Topic

Discussion inctuded (i) overview of trends in the managed care industry; (if) review
of recent BCBS transactions: (iii) and an assessinent of strategic considerations
relative to choosing a strategic alternative: and (iv) initial review of strategic

Discussion included (i) potential strategic opportunities; (ii) 1ecent industry events;
{iti) strategic considerations; and (iv) strategic evaluation process.

Discussion included (i) preliminary observations regarding the current market
position and future prospects of Chesapeake; (ii) review of competitive market
environment; (iii) key drivers of future success: and (iv) continned averview of
portunities, Committee requested further analvsis of apportunities.

Discussion included (i) review of the range of strategic opportunities (maintain
status quo, conversion to a for-profit stock corporation or putsuing a strategic
affiliation or merger transaction): and (ii) review of potential merger partners and

Discussion included (i) analysis of sirategic alternatives; (i) review of potential
strategic partners; and (iii) summary recommendations. Comumittee requested

CSPB

Attendees
February 4, 2000 Senior Management »
CSEB
alternatives.
April 24, 2000 Senior Management »
CSFEB
June 1, 2000 Strategic Planning Committec »
CSIB
strategic op
June 22, 2000 Senior Management »
CSEB
selection criteria.
July 11,2000 Strategic Planning Comimitlec >
CSFB
analysis of “do-ability” and precedent foundations.
July 13,2000 Scnior Management »

Discussion tncluded update of trends in the managed care and BCRS jndustries.
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PROCESS REVIEW (Cont p)

Date Attendees Topic
July 27, 2000 Strategic Planning Commitice » Discussion recommendation included (1) review of initial recommendation to prursue
CSEh a stralegic affiliation or merger; (i) review of potential transaction with either

Atlantic or Tlighmark: (iii) steps necessary to complete such combination: (iv)
review of “do-ability™ analysis; (v) potential political and regulatory post-transaction
control and governance issues; and (vi) relevant precedent transactions and
foundations. Committee requested further analysis of alternatives with emphasis on
dev elnpmg nghmark alternative further.

August 23, 2000 Senior Management » Mceting to discuss polcnrinl affiliation transaction with Highmatk senior
Highmark management team and information required for Strategic Planning Committee
CShB presentation.

August 28, 2000 Hl;lhmarl > Discussion of Chesapeake / Highmark business case analysis and p(\ie‘nrml

transaction structure.

September 13, 2000 Senior Management » MNeeting to discuss draft of Strategie P hnnm;y Committee presentation and
Highmark affiliation synergies with sentor management of Iighmark, Chesapeake amt CSFD
CSEB

October 26, 2000 Strategic Planning Committee  » Discussion included (1) analysis of potential stralegic alfiliation o1 meiger
CSEB candidates across a variety of criteria: (i) review of the steps necessary 1o complele

a transaction: and (iii) potential transaction issnes, Committee requested further
analysis of Atlantic and Highmark alternatives.

N()Vember ?1 2000 Strategic Manning Committec » Discussion included (i) side-by-side compaiisnn of potential affiliation or merger
Finance Commillee candidates: (i) analysis of the strategic transaction rationale across a number of
CSED criteria; and (iii) potential transaction structure. Committee requested further

rlcve]opment of transaction criteria.

December 4, 2000 Roard of Directors » Discussion inclnded (i) review of the current competitive strategic opportunities

CSID available (maintain the status quo, convert to a for-profit stock corporation, pursue a
sirategic merger or affiliation transaction): and (i) review of potential affiliation
merger partners and potential transaction issues. [Board requested that focus shift (o
Atlantic and Pacific nppormnmm]
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PROCESS REVIEW (CONT'D)

Date Attendees Topic
January 22, 2001 Strategic Planning Cominittee » Discussion included (i) analysis of a potential merger with either Atlantic or Pacific
CSF across a variety of key transaction issues (strategic goals, business case, economic

benefit, do-ability and long-term strategy); and (it) the process and timing of
potential merger transaction. Committee requested that due diligence be conducted
on Atlantic and Pacific opportunities.

January 24 - January 25, 2001 Senjor Management » Due Diligence
Atlantic
CSEB

January 31 - February 1, 2001 Scnior Management > Due Diligence
Pacific
CSEB

February 2, 2001 NA » Distributed hidding procedures letter and draft Merger Agreement to Atlantic and
Pacific.

February 5, 2001 NA » Received letter from Anthem, Toe. expressing their interest in being included in the
accquisition process.

February 13, 2001 NA » Chesapeake sent a letter to Anthem, Inc. explaining why Chesapeake declined (o
include Anthem in the acquisition process due to concerns over (i) strategic /
constituent benefits; (ii) access to capital; (iti) cettainty of closure; and (iv)
governance,

February 22, 2001 Strategic Planning Commiltee » Discussion included (i) review of due diligence findings: (i) key transaction issues
CSI 3 to be considered in evaluating a potential strategic transaction; (iti) side-by-side
comparison of key transaction issues related to Atlantic and Pacific; and (iv)
analysis of potential competitive responses to either a Chesapeake / Atlantic
combination or a Chesapeake / Pacific combination. Committee action.

March 2, 2001 NA » Received preliminary bids and mark-up of Merger Agreement from Atlantic and

g Pacific.
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PROJECT «..ESAPEAKE

Topic

2eceived letters from Atlantic and Pacific clatifving and amending initial proposal

Received letter from Atlantic elarifving and amending revised proposal fetter dated

Received letter from Pacific ciarifying and amending revised proposal letier dated
ying g

Discussion included (i) review of vevised side-by-side anatysis of the Atlantic and

Pacific merger proposals: and (i) desired outcomes analysis. {Committee Action]

Discussion included potential Atantic / Chesapeake combination and combined
entity's likely future operating strategy.

Discussion included potential Pacific / Chesapeake combination and combined
entity’s likely future operating strategy.

Received best and final proposal from Atlantic

Date Attendees
March 15, 2001 NA >
dated March 2, 2001.
March 18, 2001 NA >
March 15, 2001,
March 19, 2001 NA »
March 15, 2001.
March 23, 2001 Strategic Planning Committee o
CSFR
March 28, 2001 Dinner with Tom Snead >
April 11, 2001 Meeting with Leonard »
Schaeffer
and David Colby
April 23, 2001 NA »
April 24, 2001 NA >

Received best and {inal proposal {rom Pacific
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SUMMARY OF KEY PROPOSED TERMS

B The following analysis. hlghhghts the key terms of. the Pacmc pro

| Lo, confirmatory due diligence and final
negotiation of the:fierge _:greement 5t L

Price > F1.3 billion

Form of Consideration P 450 million cash / $850 million stock (minimum cash component of $450 miltion with option to
increase relative cash component up to 100% at closing)

!\ccounlmg Treatment > Puarchase Accounting

EXU"F’”SlE Ratio P Tixed price for stock component if Pacific’s stock price is above 370 per share; if price falls below
minimum, Pacific will issue Subordinated Notes to Chesapeake in place of common stock to maintain
the $1.3 billion purchase price

Stock Prk,e FIOOF » Chesapeake has the sole ripht to terminate if Pacific's average closing stock price in the 20 days prior
to closing date falls helow £70

Termination Provisions > Chesapeake wonld pay Pacific a $37.5 million termination fee if the agreement is terminated hy (i)

Chesapeake for a superior proposal; or (ii) Pacific because Chesapeake Tas breached the agreement
and Chesapeake enters into an agreement within 12 months following termination

» Chesapeake has fiduciary out subject to Pacific’s right to match competing proposal

> Agreement may be terminated by cither party if transaction is not consummated before 3 year
anniversary

Representations & Warrantles » Usual and customary
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SUMMARY OF KEY PROPOSED TERMS (Conrp)

Board Representation »  One Dircctor in a total of nine on holding -company board
> TPacific has indicaled their intention to invite cach cuirent Chesapeake board member to serve an initial fwo - vear
term on an advisory board
Management » Pacific’s organizational structure would be realigned geographically; Eastern Region would extend sonthward
along the east coast at least from Delaware south through and including Georgia
» Chesapeake’s CEO would be responsible for Pacific’s Eastern Region and would report ditectly to Pacific’s
CEO
Headquatlers Location » Chesapeake's nperaling company corporate headguarters would not move
Commitment to Chesapeake Prior to » Dacific has indicated its willingness to create a joint venture with Chesapeake in Virginia where Pacific would
Closing contribute all of its UNICARI members, as well as capital
>

Willingness to standby as a source of funding to the extent Chesapeake needs capital between signing and
closing of the transaction
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PROIFCT COESAPEAKE
PURCHASE PRICE MULTIPLES

i Pacific proposes to acquire Chesapeake for a $1.3 billion Equity Purchase Price.

(% tiomiblionsy

IMPLIED TRANSACTION MULTIPLES

Jiquity Purchase Price $1,300.0
2001E Net Income (1) $71.6
20021 Net Income (1) 89.3

Eanity Value /;

20011 Net Income 18.2x
2002 Net Incomce 14.6x

(1) Sounce: Chesapeake management. Assumes a 38.0% effective lax rale.
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